lANNEXURE 2 


EDUMBE MUNICIPALITY 


ADDITIONAL DISCLOSURES IN THE ANNUAL FINANCIAL STATEMENTS 


Financial Reporting Standard 


Extent of Exemption from Standard 


Progress made by the Municipality with 
complying with exemptions 


Accounting policies, changes in accounting 
lestimates and errors (GRAP3) 


Identification and impact of GRAP 
standards that have been issued but are 
not yet effective and changes to accounting 
policies (paragraphs 14, 19 and 30-31) 


GRAP implementation plan is being 
developed with the objective of achieving 
full compiance by 2009/2010 financial year 
end. Progress will be monitored yearly and 
reported to National Treasury. 


Adjustments to the Annual Financial 
Statements for full compliance with 
the exemptions 


All GRAP standards not effective will be 
applied 


Review of useful life of items of PPE 
recognised In the annual financial 
statements (paragraphs 59 - 61 , and 77) 


Property, plant and equipment 
(GRAP 17) 


Review of depreciation method applied to 
PPE recognised in the annual financial 
statements (paragraphs 62 and 77) 


Impairment of non - cash generating assets 
(paragraphs 64 - 69 and 
75(e)(v)-(vi)) 


Impairment of cash generating assets 
(paragraphs 63 and 
75(e)(v)-(vii)) 


1 Impairment of assets (IAS 36) 


Entire Standard 


The values of assets will be restated and 
all assets accounted for, applying 
reviewed depreciation methods. 


Canying values of assets will be written 
down to their recoverable amounts. 


[Inventories (GAMAP 12) 


The entire standard as far as it relates to 

immovable capital assets inventory that is 

accounted fro in terms of 

GAMAP 17 


The entire standard to the extent it relates 
water stock that was not purchased by 
the municipality. 


No changes 


Not applicable since local municipality 


Investment Property (IAS 40/ AC 135) 


The entire standard to the extent that the 
property is accounted for in terms of 
GAMAP 17 


Disclosure of the fair value of investment 
property if the cost model is applied and 
where the municipality has recognised the 
investment property in terms of the 
standard (paragraphs 79(e)(i)-(iii) 


[Leases (IAS17) 


Recognising operating lease 
payments/receipts on a straight-line basis 
the amounts are recognised on the basis 
cash flows in the lease agreement 


I Intangible assets (IAS 38) 


Entire Standard, except for the recognition 
measurement and disclosure of computer 
software and website costs and all other 
costs are expensed. 


[Employee Benefits (IAS 19/ AC 116) 


Defined benefit accounting as far as it 
related to defined benefit plans accounted 
for as defined contribution plans and the 
defined benefit obligation disclosed by 
narrative information, (paragraphs 29, 48 
119, 120(c) -(q)). 


As above 


[Revenue (GAMAP 9) 


Initial measurement of fair value 
discounting all future receipts using an 
Imputed rate of interest. (SAICA circular 
09/06 and paragraph 12) 


Financial Instruments; Disclosures 
(IAS39/AC133) 


Initially measuring financial assets and 

financial liabilities at fair value. (SAICA 
circular 09/06, paragraph 43, AG 79, AG 64 
of IAS39/AC133). 


As above 


[Non-current Assets held tor Sale and 
[oiscountinued Operations 

(IFRS 5/ AC 1 42) 


Classification, measurement and disclosure 
of non-current assets held for sale, 
(paragraphs 6-14, 15-29 (in so far as it 
related to non-current assets held for sale), 
38-42). 


As above 


Items of PPE will be relocated to 

Investment property. Subsequent 
measurement will either be based on cost 
less accumulated depreciation and 
impairment losses or fair value with gains 
and losses in the statement of financial 
performance. 


Additional disclosure. 


An asset or liability will be raised for the 
difference between the actual cash flow 
and amount recognised as a operating 
lease payment/receipl 


Computer software disclosed 


No changes 


Revenue will be adjusted and finance 
income will be recognised. 


Receivables and Payables will be 
adjusted and finance income and 
expense vrill be recognised. 


Re-stating of asset values in the Annual 
Financial Statements 


Financial Instruments; Disclosures (IFRS 


Entire standard to be replaced by IAS 32, 
issued August 2006 and effective for 
financial statements covering periods 
beginning on or after 1 January 1998. 


As above 


[Segment reporting (IASI 4) 


Entire standard 


Additional disclosure. 


Additional disclosure. 
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Entire standard 

As above 

Additional disclosure. 


Entire standard 

As above 

Not applicable since local municipality 


Entire standard 

As above 

No changes 

Accounting for government grants and 
disclosure of government assistance 
(IAS20) 

Entire standard, excluding paragraph 24 
and 26 replaced by paragraph 08 of 

GAMAP 12, paragraph 25 of GAMAP 17 
and paragraphs 42 to 46 of GAMAP 9) 

As above 

No changes 
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REPORT OF THE AUDITOR-GENERAL TO THE KWAZULU-NATAL PROVINCIAL LEGISLATURE AND 

THE COUNCIL ON THE FINANCIAL STATEMENTS AND PERFORMANCE INFORMATION OF 

EDUMBE MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2009 

REPORT ON THE FINANCIAL STATEMENTS 

1 . Introduction 

1.1 I was engaged to audit the accompanying financial statements of the eDumbe Municipality which 
comprise the statement of financial position as at 30 June 2009, and the statement of financial 
performance, the statement of changes in net assets and the cash flow statement for the year then 
ended, and a summary of significant accounting policies and other explanatory notes, as set out on 
pages 140 to^g:. 

2. The accounting officer’s responsibility for the financial statements 

2.1 The accounting officer is responsible for the preparation and fair presentation of these financial 
statements in accordance with the basis of accounting determined by the National Treasury, as set 
out in accounting policy note 1 and in the manner required by the Local Government: Municipal 
Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) and for such internal control as the 
accounting officer determines is necessary to enable the preparation of financial statements that are 
free from material misstatement, whether due to fraud or error. 


3. The Auditor-General’s responsibility 

3.1 As required by section 188 of the Constitution of the Republic of South Africa, 1996 read with section 
4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and section 126(3) of the MFMA, my 
responsibility is to express an opinion on the financial statements based on conducting the audit in 
accordance with the International Standards on Auditing and General Notice 616 of 2008, issued in 
Government Gazette No. 31057 of 15 May 2008. Because of the matters described in the Basis for 
disclaimer of opinion paragraphs, however, I was not able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 

3.2 Paragraph 11 etseq. of the Standard of Generally Recognised Accounting Practice, GRAP 1 Presentation 
of Financial Statements requires that financial reporting by entities shall provide information on whether 
resources were obtained and used in accordance with the legally adopted budget. As the budget reporting 
standard is not effective for this financial year, I have determined that my audit of any disclosures made by 
the eDumbe municipality in this respect will be limited to reporting on non-compliance with this disclosure 
requirement. 


Basis for disclaimer of opinion 

4. Payables 

4.1 The valuation of payables is stated at R19,00 million in note 4 to the financial statements. This balance 
included unsupported suspense accounts of R8,92 million and other payables of R2,30 million as well 
as incorrectly classified indigent debtor balances of R7,78 million. The entity’s records did not permit 
the application of alternative audit procedures regarding payables. Consequently, I was unable to 
obtain all the information and explanations I considered necessary to satisfy myself as to the 
existence, completeness, obligations and valuation of payables. 


5. Value-added Taxation (VAT) payables 

5.1 The municipality submitted incorrect and incomplete VAT 201 returns to the South African Revenue 
Services (SARS) throughout the financial year. The differences were noted when comparing the VAT 
201 returns to the general ledger for each month. Consequently, the municipality has under-declared 
VAT by R6,11 million, resulting in an understatement of current liabilities and overstatement of 
expenditure in the financial statements. Moreover, the VAT consumers and VAT debtors accounts 
amounting to R362 092 and R56 369 respectively were not accounted for in the financial statements. 

5.2 The municipality could not access its financial information systems during the period of the audit. 
Consequently, I was unable to obtain all the information and explanations I considered necessary to 
satisfy myself that VAT was correctly accounted for on exempt goods and services, receipts, 
overpayment of consumer debtors and insurance proceeds. Moreover, Output Vat under-declared was 
offset against Input Vat over-claimed, resulting in the incurring of interest and penalties of R63 549 by 
the municipality. 


6. Cash and cash equivalents 

6.1 I was unable to confirm the valuation, completeness and existence of cash and cash equivalents 
totalling R1, 98 million as disclosed in note 12 to the financial statements. In this regard, the above 
balance included journals totalling RIO, 93 million for which no supporting records were maintained as 
these were unknown and were not approved by the municipality. Furthermore, the cash book closing 
balance amounting to RIO, 65 million for May 2009 was not carried forward as an opening balance in 
June 2009 resulting in an unexplained difference. In this regard, the municipality’s records and 
systems did not permit the application of alternative audit procedures. 


7. Receivables 

7.1 The valuation, existence, completeness and rights of other debtors amounting to R6,59 million, as 
disclosed in note 10 to the financial statements could not be confirmed, in this regard, the above 
balance includes numerous suspense accounts as well other debtors, for which no supporting 
records, reconciliations and explanations could be provided. The municipality’s records and systems did 
not permit the application of alternative audit procedures. 

7.2 An assessment of the recoverability of consumer debtors revealed a history of non-payment and a 
council approved 50% rebate to all consumers who would pay or make arrangements to pay their 
service charges. Consequently, the provision for the write-down of consumer debtors totalling R7,27 
million as disclosed in note 9 to the financial statements, is deemed to be understated and receivables 
overstated by R10,58 million, respectively. 


8. Property, plant and equipment 


8.1 The existence, completeness, rights and the valuation of the additions to property, plant and 
equipment amounting to R419 792 could not be confirmed. This is as a result of insufficient supporting 
documentation and/or explanations. In this regard, the municipality’s records did not permit the 
application of alternative audit procedures. 


9. Fruitless and wasteful expenditure 

9.1 The municipality incurred interest and penalties charges totalling R63 549 for the late submission of 
VAT returns during the year under review. The late submissions of the returns were contrary to section 
28(1) of the VAT Act, 1991 (Act No. 89 of 1991). Furthermore, no disclosure was made in the financial 
statements of the fruitless and wasteful expenditure incurred, as required by section 125(2)(d) of the 
MFMA. 


1 0. Reserves 

10.1 The “non-distributable reserve for unutilised capital receipts” with a balance of R6,00 million for the 
current year and a closing balance of RO in the previous year was noted in the general ledger 
but could not be traced to the financial statements. Furthermore, the “non-distributable reserve for a 
bank account” with a balance of R3,74 million in the current year and a balance of R1 ,57 million in the 
prior year was reflected in the general ledger but could also not be traced to the financial statements. 
In this regard, no explanations and/or documentation in support of these amounts or transactions 
could be provided. 


11. Revenue 

11.1 1 did not obtain all the information and explanations I considered necessary to satisfy myself as to the 
completeness, occurrence and accuracy of an amount of R712 567, relating to licence fees that are 
included as part of the “Other services/levies” in the statement of financial performance. In this regard, 
no explanations, reconciliations and documentation could be provided in support of or for the 
differences noted. 


12. Moreover, the entity’s records did not permit the application of alternative audit procedures. 

13. Rental income was incorrectly allocated to other “Other services/levies” in the statement of financial 
performance instead of “rental income”, resulting in an overstatement of the “Other services/levies” 
and understatement of “rental income” by R310 691, respectively. 


14. Grant revenue was not recognised in the statement of financial performance and as disclosed in note 
14 to the financial statements for conditional grant when the conditions thereof were met amounting to 
R2,31 million. Consequently, revenue has been understated and the operating deficit was overstated 
by the same amount. 


15. Expenditure 

15.1 A differences of R1,09 million was noted for general expenses as disclosed in the statement of 
financial performance amounting to R8,53 million when compared to the general ledger amount of 
R9,62 million. No explanations and/or documentation in support thereof could be produced on request. 


16. Contingent liabilities 

The municipality has omitted disclosure of contingent liabilities amounting to R1,64 million, which was 
confirmed by the council attorneys during the financial year. This is contrary to section 125(2)(c) of the 
MFMA, which requires disclosure of contingent liability in the financial statements. 


17. Disclaimer of opinion 

17.1 Because of the significance of the matters described in the Basis for disclaimer of opinion paragraphs, 
I have not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit 
opinion. Accordingly, I do not express an opinion on these financial statements. 


18. Emphasis of matters 

18.11 draw attention to the following matter; 


19. Basis of accounting and amendments to the applicable basis of accounting 

19.1 The municipality’s policy is to prepare financial statements on the basis of accounting determined by 
the National Treasury, as set out in accounting policy note 1. 

19. 2 As set out in accounting policy note 1 of the municipality’s financial statements, the National Treasury 
approved a deviation from the basis of accounting applicable to the municipality in terms of General 
Notice 552 of 2007, issued in Government Gazette No. 20013 of 29 June 2007. 


Other matters 

I draw attention to the following matters that relate to my responsibilities in the audit of the financial 
statements: 


20. RMaterial Inconsistencies in other Information included In the annual report 

20.1 I have not obtained the 2008/2009 annual report and therefore have not been able to identify any 
material inconsistencies with the financial statements. 


21. Unaudited supplementary schedules 

21.1 The municipality provided supplementary information in the Annexure XX and XX to the financial 
statements on whether resources were obtained and used in accordance with the legally adopted 
budget, in accordance with GRAP 1 Presentation of Financial Statements. The supplementary 
budget information and other supplementary information set out on pages XX to XX does not form 
part of the financial statements and is presented as additional information. I have not audited these 
schedules and accordingly and I do not express an opinion thereon. 


Non-compliance with applicable legislation 

22. Municipal Finance Management Act 

22.1 The 2007/2008 annual report was not submitted or tabled within seven months from year-end, as 
required by section 127 of the MFMA. 

22.2 Reconciliations in respect of six control accounts were not performed on a monthly basis, as required 
by section 65(2)0 of the MFMA. 

23. ..The municipality’s website was not updated with the required information, as required by 

section 75 of the MFMA. 


24. Municipal Systems Act 

24.1 .Employment contracts did not include the details of duties and terms of renewal for the section 57 
employees, as required by sections 57(3) and 57(6)(c) of the Local Government; Municipal Systems 
Act, 2000 (Act No. 32 of 2000) (MSA), respectively. Furthermore, evidence was not submitted to 
indicate that these contracts were made public, as required by section 57(1 )(b) of the MSA. 


25. Governance framework 

25.1 The governance principles that impact the auditor’s opinion on the financial statements are related to 
the responsibilities and practices exercised by the accounting officer and executive management and 
are reflected in the internal control deficiencies and key governance responsibilities addressed below: 


26. Internal control deficiencies 

26.1 Section 62(1)(c)(i) of the MFMA states that the accounting officer must ensure that the municipality 
has and maintains effective, efficient and transparent systems of financial and risk management and 
internal control. The table below depicts the root causes that gave rise to the deficiencies in the 
system of internal control, which led to the disclaimer of opinion. The root causes are categorised 
according to the five components of an effective system of internal control. (The number listed per 
component can be followed with the legend below the table.) In some instances deficiencies exist in 
more than one internal control component. 


Par. No. 

Basis for disclaimer of opinion 

CE 

RA 

CA 

1C 

M 

5. 

Payables 

5 

5 

2,3 

1 

1.3 

6, 7. 

Value-added Tax (VAT) payables 

3,7 


3,5 

1 

1 

8. 

Cash and cash equivalents 


5 

2,3 


3 

9, 10 

Receivables 

5 

5 

2,3 

1 

1,3 

11. 

Property, plant and equipment 



3 

1 

1 

12. 

Fruitless and wasteful expenditure 

3,7 


3,5 

1 

1 

13. 

Reserves 



3 


1 


14, 15, 16. 

Revenue 

3 


3 

1 

1 

17. 

Expenditure 

3 


3 

1 

1 

18. 

Contingent liabilities 

3 


3 

1 

1 


26.2 The municipality did not submit requested information and documentation of its financial affairs in the 
agreed upon timeframes. Moreover, it did not maintain effective, efficient and transparent systems of 
financial and risk management and internal control, during the year under review. 


Legend 

CE = Control environment 


The organisational structure does not address areas of responsibility and lines of reporting to support effective control 

over financial reporting. 

1 

Management and staff are not assigned appropriate levels of authority and responsibility to facilitate control over 

financial reporting. 

2 

Human resource policies do not facilitate effective recruitment and training, disciplining and supervision of personnel. 

3 

Integrity and ethical values have not been developed and are not understood to set the standard for financial reporting. 

4 

The accounting officer does not exercise oversight responsibility over financial reporting and internal control. 

5 

Management’s philosophy and operating style do not promote effective control over financial reporting. 

6 

The entity does not have individuals competent in financial reporting and related matters. 

7 

RA = Risk assessment 

Management has not specified financial reporting objectives to enable the identification of risks to reliable financial 

reporting. 

1 

The entity does not identify risks to the achievement of financial reporting objectives. 

2 

The entity does not analyse the likelihood and impact of the risks identified. 

3 

The entity does not determine a risk strategy/action plan to manage identified risks. 

4 

The potential for material misstatement due to fraud is not considered. 

5 

CA = Control activities 

There is inadeguate segregation of duties to prevent fraudulent data and asset misappropriation. 

1 

General information technology controls have not been designed to maintain the integrity of the information system and 

the security of the data. 

2 

Manual or automated controls are not designed to ensure that the transactions have occurred, are authorised, and are 

comoletelv and accurately processed. 

3 

Actions are not taken to address risks to the achievement of financial reporting objectives. 

4 

Control activities are not selected and developed to mitigate risks over financial reporting. 

5 

Policies and procedures related to financial reporting are not established and communicated. 

6 

Realistic targets are not set for financial performance measures, which are in turn not linked to an effective reward 
system. 

7 

1C = Information and communication 

Pertinent information is not identified and captured in a form and time frame to support financial reporting. 

1 

Information required to implement internal control is not available to personnel to enable internal control 
responsibilities. 

2 

Communications do not enable and support the understanding and execution of internal control processes and 

responsibilities by personnel. 

3 

M = Monitoring 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the effectiveness of internal 
control over financial reporting. 

1 

Neither reviews by internal audit or the audit committee nor self-assessments are evident. 

2 

Internal control deficiencies are not identified and communicated in a timely manner to allow for corrective action to be 

taken. 

3 


